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Chart 1

Basic Policy Assumptions

¢ Monetary policy will be aimed at achieving a reduction in inflation
over time, in the context of continued economic expansion.

e Fiscal policy will remain moderately restrictive.
-- For FY91, a deficit-raduction package of about $30 billion
-- No dramatic multi-year budget accord
Financlal Projections

¢ Interest rates do not move far from recent levels; they may average
a little higher in 1991 than in 1990.

o M2 will grow around 6-1/2 percent in 1990 and 6 percent in- 1991.

® Federal budget deficit will decline from $152 in FY89 to $137 in
FY90 and to $118 in FY91.

e The dollar will depreciate moderately over the next two years.
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Chan3

ECONOMIC PROJECTIONS FOR 1990

FOMC
Central
Range ~ Tendency Administration Staft
Percent change, Q4 to Q4
Nominal GNP 4107 5-1/2 to 6-1/2 7.0 5.7
July 1988 forecast 2-14to 7-1/2 §-1/2 to 6-3/4 6.8 6.0
Real GNP 1to2-1/4 1-12t0 2 2.6 1.6
July 1989 forecast Ti02-1/2 1-12t02 2.6 1.6
CPI 3-1/2t05 4 to 4-1/2 4.1 4.4
July 1989 forecast 3to 5-3/4 4-12to 5 4.1 4.6
Average level, Q4, percent-
Unemployment Rate  5-1/2 to 6-1/2 5-1/2 to 5-3/4 54 5.9
July 1989 forecast 5to6-1/2 512106 5.4 6.1
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PERSONAL CONSUMPTION EXPENDITURES
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CONSUMER INFLATION EXPECTATIONS FOR YEAR AHEAD
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INTEREST PAYMENTS RELATIVE TO CASH FLOW*
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HOUSEHOLD DEBT SERVICE AS A PERCENT OF DISPOSABLE PERSONAL INCOME
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FOREIGN EXCHANGE VALUE OF THE U.S. DOLLAR
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inflation estimatad by a 36-month cenlered moving average of actual Inflation (slaff forecasts where needed),
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INDUSTRIAL PRODUCTION ABROAD CONSUMER PRICES ABROAD
4-quaner percent change 4-quarter percent change
— p— —
’_— Japan,Germany,France
¢ I~ =
U.K.,Canada,ltaly
4 - —

U.K..Canada, ltaly

Japan,Germany,France

1087 1988 1987

1989

1988 1988

COMMODITY PRICES®

Index, Jan.1983.100, ratic scale

U.S. Dollars

Foreign Currency**

1083 1084 1985 1086 1987 1988 1080

ECONOMIC POLICY ABROAD

o Inflation flat recently; continued concern about capacity pressures
and upcoming wage negotiations.

o Tight monetary stance, with gradual decline in interest rates in
1990-H2 and 1991 as growth slows.

-« Fiscal policy generally neutral; tax reduction in 1990 and additional
spending in Germany related in part to East European immigrants.

* Fedetal Reserve Board expetimental index excluding crude oil.
** Welghted average for the six major foreign industrial countries using 1982 GNP.
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Chart 17
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* Excludes drought effects.

** Weighted average using U.S. non-agricultural exports, 1078-83,
" Waighied avarage for tha six mejor forelgn Industrial countries using 1982 GNP.
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Non-oil Imports

PRICES QUANTITIES
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Petroleum and Products
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U.S. External Accounts

EXTERNAL DEFICITS
Billions of 1982 dollars Billions of dollars
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50 }— of Goods and Services F i — 50
/ 198¢ 1990 1991
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- P :
100 Some” 100 Trade -125 -111  -96
v,
Current
. Account *~121 -109 -90
150 |— Current Account =1 150
Real Nat
Exports 62 —40 -8
woll L 1 1 1 1 | 200
1985 1986 1987 1988 1989 1990 1991 * Exciudes capltal gaina and losses.
U.S. CAPITAL TRANSACTIONS
Blllions of Dollars, Net Inflows = +
e P
1987 1988 1989 19980
1. Private Capital, net 103 105 88 74
2. U.S. Banking Offices ! 47 21 12 15
3. Bonds and Stocks 1 2 26 36 45 as
4. Direct Investment 2 3 22 43 26 17
5. Other Flows 8 5 5 4
6. U.S. and Forelgn Officlal Assets 55 32 -16 22
7. United States ! (increase = -) 10 ~7 -27 1
8. Other G-10 Countries 39 16 —4 16
9. Other Countries 6 23 15 5
10. Statistical Discrepancy 2 ~11 37 1"
Memo:
11.  Current Account 3 -160 -126 -109 -107
12. U.S. and Other G—10 net Purchases of Dollars 97 2 =72 n.a.

1. The refinancing of foreign govemments’ military sales debt through the sale of sacurities guaranteed by the U.S.
government has been excluded from changes in U.S. government assets, U.S. purchases of foreign securitios, and
changes in bank custody claims on forsigners.

2. Transactions with finance affiliates in the Netherlands Antilles have been excluded from direct investment and added to
toreign purchases of U.S. securities.

3. Excludes capital gains and losses.

@ o estimate

p = projection






